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KEY ECONOMIC INDICATORS: ITALY 4/20/1976 


All values in million U.S.$ Exchange rates used (lire per dollar): 


unless otherwise indicated. 650 for current 1974 values 
653 for current 1975 values 
703 for current 1976 values 
625 for constant (1970) values 


Cumula- 
Item & date of most recent data shown tive 
1976 


INCOME, PRODUCTION, EMPLOYMENT 
GDP at Current Prices 152,675 172,064 
GDP at Constant (1970) Prices 107,285 103,272 
Per Capita GDP, Current Prices $°2,5755 $ 3,082 
Plant, Eqpt. & Transportation 
Investment at constant (1970) prices 9,678 7,992 
Indices: (monthly averages) 
Industrial Production(1970=100) (1/76) 119. 108. 
Avg. Labor Productivity (1970=100) 114. 109, 
Avg. Industrial Wage(1966=100) 255. 326. 
National Income at Current Prices 123,357 141,894 
Employment ('000) (1/76) 18,898 18,996 
Avg. Unemployment Rate, as % lab.for(1/76) 2.9% 3.3% 


MONEY AND PRICES 
Primary Liquidity 92,000 103 ,027 
Public Debt Outstanding 47,098 61,569 
Domestic 44,708 58,990 
External 2,399 2,579 
External Debt Service Ratio 0.62% 0.6% 
Interest Rate (Central Bank) (3/18/76) 8.0% 6.0% 
Indices: (monthly averages) 
Consumer Price (1970=100) (2/76) 146. 181.1 
Wholesale Price (1970=100) (2/76) 177. 192.4 


BALANCE OF PAYMENTS AND TRADE 
Net Reserves (Official reserves plus net 
foreign position of Banks) (1/76) 5,499. 4,016.2 1 
Balance of Payments (1/76) -5,545. -2,004.4 5 
Balance of Trade (1/76) -10,598. -3,566.9 -6 
Exports, FOB (1/76) 30,501. 34,851.8 ae 
U.S. Share 2313: 2ue11<0 6 
Imports, CIF (1/76) 41,099. 38,418.7 8 
U.S. Share 3,134. 3,344.9 4 


Main Imports from U.S. (CY1975) Machinery and Equipment 53,872 M.T. $766.3; Feeds and Grains 
3,243,597 M.T., $534.0; Chemicals 578,715 M.T., $345.8; Oil Seeds and Cakes 713,397 M.T., 
$297.9; Coal 4,058,214 M.T., $246.0; Aircraft and Parts 1,036 M.T., $ 155.6; Paperpulp, Paper, 
Paperboard and Manufactures: 221,307 M.T., $100.1; Leaf Tobacco 15,737 M.T., $54.9; Copper 
and Copper Alloys 24,250 M.T., $ 32.6; Iron and Steel Products 32,070 M.T., $31.0. 


1/ Percent change full year 1975 over full year 1974; where 1976 data is indicated, comparison 
is with comparable 1975 period or 1975 average,in case of indices of comparable period. 


Percent ayes are calculated on the basis of original lire amounts. excent for "Net 


Res 
e original data are in dollars. 
SOURCES : "Tstah, ns Central Institute of Statistics,Bank, of Italy.Ministry of the Treasury 





Summary 


The Italian economy returned to positive growth at the end of 1975 but 
registered, nevertheless, a decline of 3.7% for the entire year. Indu- 
strial production for the year was down 9.5% but could rise over 4% in 
1976. Investment declined by 12.7% and will probably be stagnant in 
1976. Price inflation compared to 1974 was 17.2%, but the rate of in- 
crease declined steadily during the year. Rate of inflation is not ex- 
pected to decline in 1976. Unemployment rose to only 3.5% of the work 
force due primarily to the extensive resort to shortened work weeks rather 
than massive lay-offs. It may increase slightly in 1976 and underemploy- 
ment fall off. Wage rates continued to increase due primarily to highly 
effective indexation with cost of living increases but also to contracts 
previously negotiated which came into effect in 1975. 


Although imports decreased 11.4% in volume in 1975, reflecting inventory 
rundowns as well as depressed consumption, they will grow again in 1976. 
Exports rose 2.3%, even though the world import market declined by 6%, 
and may increase by 10% in 1976. The balance of payments was remarkably 
improved from a deficit of more than $6 billion at the end of 1974 to 

$2 billion in 1975 but will probably worsen in 1976. 


Credit policy was eased in stages throughout the year by the monetary 
authorities to encourage investment, and public spending programs were 
approved mid-year to stimulate the most depressed sectors. In the clos- 
ing months of 1975, heavy restocking occurring coincidentally with adverse 
leads and lags on trade account and a worsening in expectations following 
the fall of the government led to strong speculative pressure on the lira 


and its consequent sharp depreciation. The sizeable capital outflow led 
to immediate tightening of credit and exchange controls and new tax mea- 
sures to reduce demand on some imports, primarily petroleum products. 


Nevertheless, the economic recovery had begun more strongly than antici- 
pated, and if the balance of payments situation permits, monetary and 
fiscal policies might be eased enough so that real growth could reach 
3% or more in 1976. 


An initial inclination by some foreign companies, including some US, in 
the course of the year to counter production and profit losses by either 
massive lay-offs or closing down, has quieted as orders have increased 
and wage demands become more reasonable. 


However, because of continued low productivity and high labor costs, ca- 
pital intensive, labor-saving production equipment will still be an attrac- 
tive import. The market for technological systems which provide production 
control is moving towards more sophisticated products and the importance 

of security systems is increasing. The import market for US consumer goods 
held up surprisingly well in spite of overall low demand in 1975 and should 
grow significantly as private consumption increases with economic recovery. 
Finally, the market for non-fossil fuel energy producing systems is yet 

to be tapped. 





oe 


Current Economic Situation and Trends 
Short-Term Outlook 


Italy is expected to return to a slow positive growth path in 1976 
after experiencing a contraction of economic activity in 1975 for 

the first time in a quarter of a century. It is now clear that the 
contraction had reached its low point by the end of the third quarter 
and real growth has begun again in the fourth quarter. The recovery 
is expected to continue fairly strongly through the first half of 
1976 before momentum is lost, partly as a result of restrictive mo- 
netary and fiscal measures taken early in the year in reaction to 
large losses of foreign exchange reserves. The rapid devaluation of 
the lira in the first months of 1976 will initially provide strong 
impetus to exports but will also have an inflationary feedback through 
more expensive imports. 


Gross domestic product fell by 3.7% during 1975, the first negative 
growth in post-war times. Gross fixed investment fell by 12.7% and 
private consumption by 1.8%. The brunt of the reduced activity was 
borne in the first half of 1975 in which GDP fell by 5.5% and imports 
fell-off 18.8% in volume as extensive destocking took place. The sub- 
sequent upturn in economic activity which began in the fourth quarter 
of 1975 was stronger than anticipated. However, as the new year began 
authorities were forced to impose restrictive measures following heavy 
reserve losses in support of the lira. These measures, consisting of 
forceful re-tightening of monetary and fiscal policy through tax measures 
after a gradual relaxation throughout 1975 will eventually work to slow 
the rate of growth. Most observers predict the economy to expand at a 
rate of 1 to 2 percent, but growth could reach as much as 3 percent or 
more if the balance of payments situation permits a relaxation of mone- 
tary and fiscal policy sufficiently early in the year. 


Industrial production fell by 9.5% in 1975. Hardest hit industries 
were furniture, which fell 20.3%, paper products down 19.4%, lumber by 
18.1%, and the printing, machinery and building materials industries, 
all by more than 10%. Following the upturn at the end of 1975, indu- 
strial production is expected to continue positive growth in 1976, in- 
creasing by 3 to 4 percent on the average. 


Fiscal policy in mid-1975 was aimed at providing stimulus to the weakest 
sectors of the economy through public expenditure programs to assist 
primarily the construction and transportation industries, ports, air- 
eae and public transportation, and Italy's poorer and disadvantaged 
outh. 
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Monetary policy throughout 1975 was characterized by a gradual 
relaxation of credit. Central bank discount rates reached a low 
of 6% in October, prime rates declined to 12%, and 90-day inter- 
bank rate fell below 7.25% in mid-November. However, credit ex- 
pansion, especially to finance the record cash budget deficit, 
exceeded target levels and contributed to the high level of li- 
quidity extent in the banking system at the end of the year. 

A government-inspired medium-term economic plan aimed primarily 
at reconversion of portions of the industrial sector which have 
become structurally uncompetitive was publicly debated in the late 
fall and sent to Parliament at the beginning of the year. 


Re-stocking in the last quarter led to a sharp increase in imports, 
and the coincidental adverse leads and lags and a worsening of ex- 
pectations following the fall of the government in January resulted 
in severe pressure on the lira. The central bank's temporary with- 
drawal from the foreign exchange market was followed almost imme- 
diately by a tightening of monetary policy to counteract specula- 
tive capital outflows. The discount rate was rapidly increased 
from 6 to 12 percent and prime rates rose to 18 percent. Also, 

an emergency tax package was implemented aimed primarily at reduc- 
ing demand for petroleum products by increasing prices, and certain 
other imports by increasing the value-added tax, but will at the 


same time increase revenues and reduce the anticipated 1976 cash 
budget deficit. 


Inflation in Italy in 1975 averaged 17.2 percent over 1974 and 
was still high compared to other industrialized countries. The 
rate of increase however declined month by month and cost of liv- 
ing in December 1975 was only 11.1 percent higher than the same 
month in 1974, whereas December 1974 had been 25.3% higher than 

a year before. The increased cost of imports resulting from the 
devaluation of the lira early in 1976 and expected increases in 
labor costs can re-accelerate price inflation in 1976 and the 
average cost of living increase for the year may well be again 
at 17 to 18%. 


Employment levels remained remarkably high during 1975 despite 

the severe decline in industrial activity. This was due primarily 
to employers’ use of shortened work periods for large numbers of 
employees rather than extensive layoffs. The Wage Supplement Fund, 
to which employers and the government contribute, assured these 
underemployed workers of at least 80% of their base wages. Thus 
although unemployment rose to 3.3 percent of the work force com- 
pared to 2.9 percent the year before, massive dislocations were 
avoided in the face of the sharp decline of economic activity. 
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Permanent and lagged adjustments in the work force occurring in 1976 
will probably show an increase in unemployment up to 3.5 to 4.0 per- 
cent, while those on shortened work hours should decline to 2 percent 
or less. 


Wage Contracts which became effective in 1975 combined with the high- 
ly effective sliding scale cost of living wage adjustment mechanism 
resulted in an overall average increase in industrial wage rate of 

28% in 1975. Unrenegotiated contracts which expired in 1975 and those 
which will expire in 1976 affect one half of the total labor force. 
Thus the terms negotiated for the new labor contracts will have some 
effect on the strength and duration of the economic recovery. 


The trade balance showed a dramatic improvement in 1975 compared to 
1974, and the government's goal of a trade surplus net of oil was 
reached, with every month in 1975 except September in non-oil surplus. 
Despite a world import market which declined by 6% in value, Italy 
increased its exports by 2.3% in volume in 1975, reflecting a strong 
shift to export markets as internal demand turned down. Imports de- 
clined sharply in 1975 by 11.4% as extensive stock rundowns too 

place. The expected increase in imports began in the fourth quarter 
of 1975 as economic recovery got under way and are expected to parallel 
the rise in industrial production in 1976. The overall balance of 
payments deficit for 1975 was $2 billion, of which nearly $1 bilTion 
was accrued in the last two months of 1975. Italy's reduced ability 


to finance a large balance of payment deficit could be an important 
constraint on economic growth and on economic policies adopted by 
the government throughout 1976. 


The extensive devaluation of the lira in the first quarter of 1976 
will considerably raise the cost of Italy's imports while exports 
initially will become more competitive. Nevertheless, the deprecia- 
tion of the lira since it began to float in early 1973 is still 
greater against the combined currencies of Europe's industrialized 
nations than against the dollar. Thus, US exports should gain 
somewhat in comparison to Italy's other top trading partners. 


Long-Term Outlook 


Although Italy is expected to return to modest positive economic 
growth in 1976, major structural adjustments still must be faced 

to insure a continuation on the growth path Italy had followed in 
post-war times. Italy does not have the option of developing self- 
sufficiency in primary materials, yet some shift from dependency can 
be made by promoting the development of industries less dependent on 
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imported materials, and supporting programs which would reduce 
Italy's dependence on foreign energy sources. Labor cost in- 
creases in excess of those in Italy's major trading countries 
cannot be sustained indefinitely and must be moderated in order 
for Italy to remain competitive in world. and domestic markets. 
Investment in technological research must be encouraged and 
supported in order to assist Italy in developing its industrial 
capacity toward its most productive uses. Finally, some progress 
must be made in improving the tax collection system and reducing 
low priority budget expenditures so as to reduce the inflationary 
effect of large deficits. 


Implications for the United States 
Imports from the United States - Market Share Again Increases 


U.S. exports to Italy increased last year to $3.3 billion as against 
$3.1 billion in 1974 (up 6.7%). With total Italian imports declining, 
this brought the U.S. share of the market to 8.7% versus 7.6% in 1974. 
Since the dollar has not strengthened against the stronger European 
currencies, the US should be able to maintain this market share if 

not improve it in 1976. The United States was Italy's only major 
trading partner to improve its trade balance with Italy last year. 


Products that accounted for the most important share of U.S. exports 
were again machinery and feeds and grains. These exports should 
hold the same place as last year and, if industrial production picks 
up significantly, could even increase. Low productivity is a real 
problem in Italy, and industrialists are seeking the means of in- 
creasing the efficiency of their plants in view of the high relative 
cost of labor. Hence the continued rosy outlook for U.S. machinery. 


U.S. Investment in Italy - No New Investments, but Current Ones 
Holding Their Own 


US firms have shared in the gradual economic upturn, and no new 
plant closings or liquidations appear to be likely for the moment. 
At the same time, US companies have not avoided the problems that 
have led to an over-all reduction of investments to a critically 
low level. Union rigidity toward force reduction in the face of 
business downturns, increasing wage costs, declining productivity, 
high inflation, interest rates of 18 percent, and the confusing 
political situation have all been preoccupying factors for firms 
doing business in Italy. At this point, no significant easing of 
these problems appears imminent. One encouraging sign, however, 
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is the growing awareness of the unions at the national level 
that continual confrontation with management over wage in- 
creases, fringe benefits, and working conditions is impeding 
efforts to revive the Italian economy. Despite these problems, 
many segments of Italian industry are doing well, and, with the 
current favorable exchange rate, should continue to do well. 


U.S. Sales Prospects 


High-technology, labor-substituting machinery provides one of 
the most important markets for the United States. With the 

cost of Italian labor higher in terms of productivity than 

other European countries, Italy must move toward more capital- 
intensive production. Computers and other labor-saving elec- 
tronic products are now and will remain in strong demand. 
Minicomputers now represent 85 percent of total computer in- 
stallations in Italy and 36 percent of the value of these in- 
stallations. As mechanization increases, a trend toward larger 
computers should begin. Other products, ranging from sophisti- 
cated security systems to substitute for guards to automatic 
machine tools ie materials-handling systems ,wili also be needed. 
A recent show at the Milan Trade Center and a Trade Mission from 
the United States in the field of industrial security and safety 
showed clearly a strong demand on the part of Italian industria- 
lists. While liquidity and exchange controls make importing 
more difficult or expensive, the potential savings to be gained 
from the investment in this type of equipment outweigh the costs 
involved. 


Surprisingly, the demand for US consumer products has shown great 
strength over the past few months, and major Italian merchandi- 
sers are expecting it to continue so for the foreseeable future. 
Recent exhibitions of casual Clothing and high fidelity equipment 
have been extremely successful, and importers are actively can- 
vassing American producers for new lines. Additional Buy-American 


campaigns in several of the major department stores are also being 
planned. 


A further area that appears to hold great potential is in petroleum 
substituting energy-generating equipment. With its balance of pay- 
ments badly hurt E the cost of petroleum imports, Italy -- blessed 
with a sunny climate -- is showing very strong interest in solar 
heating in particular. Production of such equipment in Italy under 
license or in a joint venture is the most desirable approach from 


the Italian point of view, as the country hopes to be in the vanguard 
in the development and use of these systems. 
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